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Abstract This exploratory study centres round the medium-sized stratum in 
Tanzanian industrial hierarchy, and illuminates its dynamics under structural 
adjustment in the 1980s, with a view to appraising the evolutionist strategy of 
micro and small enterprise development. It first reviews the related literature, 
and sums up the factors which have discouraged smaller industries in Tanzania, 
including recent arguments on impacts of economic liberalisation. Second, 
relying on official statistics with due caution, the analysis identifies the stratum 
of firms with 10 to 99 workers as the  'missing middle', where custom work 
gradually gives way to mass production as firm size increases and sub-sectoral 
composition of the industry becomes diversified, and where employment crea-
tion and industrial output have been relatively insignificant, in spite of the large 
number of firms. Then, basic features of individual establishments throughout 
Tanzania Mainland are revealed to show rapid turnover and firm size 
differentiation in the missing middle, suggesting that this is not a stagnant 
minority in industrial employment and output. In particular, many private 
enterprises have undergone more downward firm size shift to form a large 
majority of medium-sized establishments compared to the public sector, and 
the evolutionist and reformist view of micro and small enterprises evolving into 
medium-sized production needs to take this reality into account. Finally, the 
study finds that food, textile, woodworking and non-metallic mineral industries 
in the private sector concentrate especially in Dar es Salaam and a few relative-
ly developed regions to form the unstable missing middle, while public-sector 
firms in these activities also spread to less-developed regions, partly modifying 
uneven geographical distribution of the industry.
Key  words  : industrialisation, small-scale enterprises, evolution, the  'missing 
          middle', Tanzania
1 Introduction
   Although this study focuses on the Tanzanian industry, its implication pertains to 
other tropical African countries in that it investigates the issue of the  'missing middle'
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in the national industrial hierarchy and its dynamics under structural adjustment since 
the early 1980s. With reference to Tanzanian official statistics , the exploratory study 
tries to establish the characteristics of the medium-scale sector, consisting of enter-
prises with 10 to 99 workers, in comparison with other strata. 
   After the failure of import substituting industrialisation, led by large  establish-
ments, in overcoming the vulnerable monocultural economy of post-colonial tropical 
Africa, indigenous small-scale industrial enterprises and their relation to the national 
economic development have attracted both practical and academic attention . In East 
Africa, and more generally in development studies in the early 1970s, the influential 
ILO report on Kenya popularised the evolutionist view of the small-scale enterprises , 
and emphasised the growth potential of  'informal sector' firms (International Labour 
Organisation 1972). Their ability in employment and income generation was expected 
to ease the problem of the rapidly increasing working poor in urban areas who could 
not be absorbed in the  'formal' or 'modern' sector, and the report recommended 
reformist policies and formal encouragement favourable to the informal sector . The 
view turned out too optimistic, however, and the reasons for no vertical expansion of 
the small and often survival enterprises became the focus of the debate . 
   The subcontracting relation between the formal and informal sector firms , as well 
as the internal exploitation within the latter, was a main  issue  : House (1984) argues 
against Leys (1974) when he shows that subcontracting could stimulate the growth of 
the upper stratum of the informal sector. Recently , McCormick (1991 and 1993) 
answers the question, why small firms stay small, with a different  perspective  : their 
risk aversion strategies keep their operation small. The proliferating small firms 
have absorbed substantial labour to partly alleviate the employment and poverty 
problem, and ILO tends to highlight this aspect of the informal sector. They are also 
important as a non-farm economic opportunity for peasant households which has 
substantial effects on rural social transformation. However, whatever the reasons for 
the smallness, McCormick maintains that their unwillingness to reinvest for larger 
operation is counter to capitalist industrial development of Kenya , and that larger, 
medium-sized enterprises can be more efficient in labour absorption , resource utilisa-
tion and technological development. 
   The middle stratum of the industrial hierarchy in developing countries has been 
argued to be relatively undeveloped, especially in terms of employment , between the 
proliferating small firms and the small number of monopolistic large industries. 
Accordingly, few existing studies on informal or small enterprises in tropical Africa 
have explicitly discussed the issue of this  'missing middle' itself into which the firms 
might evolve in the future. Then, what is happening in the medium-sized  sector  ? It 
is our contention that we should also investigate the reality of the middle stratum in 
order to consider the due role of the small-scale enterprises in the national economic
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development. Relying on official statistics, this study analyses the whole spectrum of 
industrial firms throughout Tanzania Mainland, excluding Zanzibar and Pemba which 
collectively had 2.8% of the  total population in Tanzania in 1988 (Tanzania n.d. c). It 
centres the analysis on characterisation of the middle stratum and examination of firm 
size differentiation between 1979 and 1989. Although the firm size must be considered 
as a set of employment, capital and output figures, the data are only obtainable for the 
employment aspect. The data source has other  problems  : it provides us with limited 
information of questionable quality. Nonetheless, it enables us to pursue the task 
which detailed case studies have left behind. 
   The African socialist self-reliance of Tanzania aimed at more radical industrial 
transformation away from heavy import dependence of large-scale industries espe-
cially since the mid 1970s. It was in this context that Phillips (1979) emphasised the 
ability of smaller and locally controlled production to create employment and mobilise 
domestic resources effectively. Industrialisation policies, however, remained biased in 
favour of the large parastatal sector, and the development of smaller industries was 
discouraged. The serious economic crisis and extensive adjustment throughout the 
1980s changed the Tanzanian situation drastically, and this became a part of the 
distinct epoch in the history of tropical Africa. The grave problem of external debt 
especially after the second oil crisis in 1979 prompted many governments to introduce 
liberalisation measures into the exchange of factors of production and privatise 
production, as well as tackling political  reforms towards the  Western style democracy, 
so as to secure the inflow of external capital channelled by the international financial 
organisations in the name of structural adjustment programmes. A substantial 
proportion of the industrial sector in these countries, especially larger establishments, 
continues to show structural weakness of heavy import intensity for capital and 
intermediate goods, and their auto-reproduction seems difficult even with the condi-
tional foreign aid. Meanwhile, the structural adjustment in Tanzania has influenced 
the suppressing conditions for smaller enterprises in various ways, and studies have 
begun to appear. 
   The analysis of the industrial hierarchy and the dynamics of medium-scale indus-
tries in Tanzania needs examination in this economic situation. The investigation of 
firm size differentiation shall shed some light on whether smaller enterprises have 
experienced vertical expansion under the structural  adjustment. It is difficult to 
acquire comparable data before and after the economic adjustment for most tropical 
African countries, and its impact on the small- and medium-scale enterprises is hard 
to determine (Helmsing and Kolstee 1993). This study does not aim at establishing 
causal explanation of industrial transformation, but illuminates the changing industry 
and its geographical representation in Tanzania Mainland during the 1980s of eco-
nomic reforms. In the current situation of externally induced economic changes, it
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seems that the coherent and long-term strategies for industrial development in these 
countries, which give due roles to the small-scale production , have been absent (Helms-
ing 1993 and McCormick 1993). Such a perspective must be built on the basis of 
nationwide consideration of the reality . 
   Chapter 2 reviews the history and features of industrialisation in Tanzania 
Mainland particularly after independence in 1961, and examines the existing literature 
which relates to the small- and medium-scale industry and its dynamics under the 
current structural adjustment. In Chapter 3, we investigate industrial changes during 
the 1980s with special regard to firm size difference . After examining the sub-sectoral 
composition of the industrial sector by firm size category , the range of the  'missing 
middle' is empirically identified in relation to the whole industrial hierarchy . Then, 
Chapter 4 analyses the dynamics of the industrial hierarchy , that is, exit, participation 
and firm size differentiation of individual establishments . The analysis reveals that 
the medium-scale industries have experienced rapid turnover and differentiation in 
changing economic circumstances, rather than making up a stagnant minority in 
industrial employment and output , and examines the nature of the dynamics in some 
detail. The geographical examination of these findings is assigned to Chapter 5, 
where the features of industrialisation are projected upon the geography of Tanzania 
Mainland. The final chapter summarises the findings with their implication .
2 Industrialisation in  Tanzania  : an overview 
2.1. Stages of industrial development before structural adjustment 
   Several distinctive stages have occurred in the industrialisation of Tanzania's 
officially registered economy before the implementation of structural adjustment 
policies in the mid 1980s. They  are  :  -
   (1) the pre-independence period of stagnation, 
   (2) the rapid growth period since independence in 1961 up to the Arusha Declara-
      tion in 1967, 
   (3) the subsequent nationalisation period up to the oil crisis in 1973/74 , and 
   (4) the following stagnant and negative growth period up to the mid 1980s, with 
      preparation of various measures of structural adjustment after 1980. 
   A large part of the first, colonial period was characterised by the dominance of 
sisal and cotton industries of export orientation and relative insignificance of indus-
trialisation as a whole compared with neighbouring Kenya colony . This is largely due 
to the subordinate position of Tanganyika's economy as a supplier of cheap raw 
materials and market of manufactured goods for Kenya , where a  large part of indus-
tries in East Africa had already concentrated . The small domestic market of Tan-
ganyika for manufactured goods provided few additional opportunities for local
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entrepreneurs. The common tariffs provided by the East African Community favour-
ed Kenya, protecting its more developed industries. The renewed threat of Germany 
to East Africa during the inter-war period discouraged investment in Tanganyika, and 
the absence of the active indigenous capitalist class also contributed to the stagnant 
industrialisation. Since the end of the Second  World  War, however, the industry in 
Tanganyika began to diversify its production towards import substitution of some 
intermediate goods as well as simple consumer goods (Rweyemamu 1979). 
   Independence of Tanganyika in 1961 marked the beginning of the second stage of 
its  industrialisation. The main feature of the period was import substituting indus-
trialisation of simple consumer goods by foreign private capital, which was induced by 
various incentives by the new Tanganyika government including the establishment of 
the National Development Corporation, tariff protection and favourable tax systems. 
Although new investments occurred in some cases, the main investors were foreign 
companies which used to export their goods to the former British trusteeship territory. 
Their motivation of investment is explained by the  'threat to the market  hypothesis  : 
foreign manufacturers and commercial capital feared losses of their previous share of 
market due to changing pattern of trade and increasing competition, and moved into 
domestic production (Rweyemamu 1979). The industrial strategy encouraging such 
investments for import substitution can be seen as a variant of the neo-classical idea 
of comparative advantages which advocates light industrialisation by imported capital 
goods, which is supported by foreign exchange earned by primary goods exportation 
(Phillips 1979). Both the Three-Year Plan (1961-64) and the First Five-Year Plan 
(1964-1969) addressed themselves to the strategy (Wangwe 1988). 
   The import substitution realised rapidly increasing industrial output throughout 
the 1960s (Fig. 1), while Tanzania was formed as a united republic of Tanganyika (the 
Mainland) and revolutionary Zanzibar in 1964. However its economic status depen-
dent on Kenya, which gained independence in 1963, was unchanged. The growth of 
Tanzanian industry was a counterbalance of the unequal industrial development 
between the two countries, rather than genuinely new investment opportunities created 
in the latter (Rweyemamu 1979), and the market was still restricted to the tiny urban 
population (Phillips 1979). Simultaneously, the Tanzanian industry was built in the 
structural problems of import substitution of simple consumer goods. The industry 
became heavily reliant on imported intermediate goods and technologies. The import 
intensity meant weak linkages among domestic enterprises and low levels of value 
added by the domestic industries (Rweyemamu 1979). 
   The third stage of industrialisation in Tanzania began, at first glance, quite 
differently from the previous one. The Arusha Declaration in 1967 and the subsequent 
Second Five-Year Plan (1969-1974) aimed at socialist  self-reliance. The main indus-
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Fig. 1 Gross domestic product at factor cost (1976  prices)  : 
   Tanzania Mainland, 1964-1992. 
 Source  : Tanzania  (1994b  : Table 7.2).
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inequality became the primary objective of the government . The total industrial 
output continued to grow. In 1986, the industrial parastatals accounted for  48% of 
employment in the manufacturing sector (Maliyamkono and Bagachwa  1990: 83). 
The public sector employment as a whole also expanded notably in contrast with the 
stagnant private sector (Fig. 2). However, the structural problem of import intensity 
was not alleviated, and its weakness was uncovered by the oil crisis in 1973 and 1974. 
   The huge increase in oil prices, combined with unfavourable terms of trade for 
Tanzanian agricultural exports, caused a severe shortage of foreign currencies , which 
hampered importation of intermediate and capital goods . This was the beginning of 
the fourth stage of Tanzanian industry up to the mid 1980s when the implementation 
of structural adjustment began on a fuller scale. The input shortages negatively 
affected the level of industrial output, reducing its growth rates below that of the entire 
economy (Fig. 1). Meanwhile, the socialist government adopted the Basic Industry
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Fig. 2 Total employment by  sector  : Tanzania Mainland, 1961-1991. 
 Source  : Tanzania  (1994b  : Table 5.1).
Strategy as the long-term industrial strategy (1975-95). This emphasised the develop-
ment of the industrial sector satisfying basic needs of the people, and the intermediate 
and capital goods sector for the domestic economy, relying on domestic resources in 
both  cases  : industrial export was expected to follow only after the domestic demands 
were satisfied. This therefore aimed at structural transformation of heavy import 
intensity evident in the Tanzanian industry, and was incorporated into the Third Five-
Year plan (1976-81). However, the basic problem was not removed since the indus-
trial sector continued to depend on importation of intermediate goods and foreign 
technologies and management (Skarstein and Wangwe 1986 and Wangwe 1988). The 
declining productivity of the industry controlled by the expanding bureaucracy since 
the late 1960s was simultaneously allowed to stay (Yeager 1989 and Sarris and Van den 
Brink 1994). 
   The Basic Industry Strategy was also bedevilled by inadequate allocation of
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investment among different sectors. Notwithstanding the industrial growth turned 
negative since the early 1980s (Fig. 1), as the balance of payment problem worsened, 
the investment continued to be biased towards the industrial sector. The relative 
ignorance of agriculture, the single important earner of foreign exchange, resulted in 
the stagnant input for the industry. This led to excess capacity and underutilisation 
in the industrial sector and further aggravated the shortage of foreign exchange 
(Skarstein and Wangwe 1986 and Wangwe 1988).
2.2. The small- and medium-scale industry in Tanzania 
   The industrialisation through import substitution with strong import intensity in 
Tanzania was not an inevitable choice resulting from technological necessities nor 
economies of  scale  : the domestic market was too small and the production practiced 
was  insufficiently elaborated for the international market. Rather, the large-scale 
industrialisation was prompted by the will of parastatals and multinational corpora-
tions to control markets and production. Meanwhile, the promotion of smaller and 
labour-intensive production with up to about 100 workers and indigenous control of the 
means of production has been academically given attention as an industrial transfor-
mation approach, which aims at easing the structural problem in line with the Basic 
Industry Strategy. Potential for employment creation, ability to mobilise domestic 
resources and promote domestic linkages, optimal capacity utilisation, low or no 
import intensity, and other characteristics of the smaller enterprises might be conduc-
tive to industrial transformation, if Tanzania's centrally controlled economy especially 
after 1967 is simultaneously decentralised to local levels (Phillips 1979). 
   However, the small- and medium-sized enterprises having up to around 50 
employees in Tanzania did not receive governmental encouragement and the economic 
and political environment was against their development throughout the four stages of 
industrialisation. An earlier, exceptionally positive attempt by the government to 
promote small industries was the establishment of the Small Industries Development 
Organisation (SIDO) in 1973, which is due to provide infrastructure, market informa-
tion, financial support, technology and training to small enterprises with 10 or less 
workers. However, its industrial estate programmes and credit allocation have been 
biased towards urban-based and relatively capital-intensive enterprises, resulting in 
their import-intensity and capacity underutilisation more or less similar to larger 
firms. In addition, the Nationalisation Act of 1967 induced uncertainty even among 
small private enterprises, and the Ujamaa Villages Act of 1975 prohibited individual 
ownership of small industrial enterprises in rural areas, allowing only communal 
ownership in the form of multi-purpose cooperatives (Bagachwa 1993).' 
   The Basic Industry Strategy in 1975 recognised the importance of smaller indus-
tries, but with no concrete role assigned to them in the context of the envisaged self-
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reliant industrialisation. In reality, there were the multiplicity of structural factors 
which discouraged their development. The government control continued to favour 
large industries in credit and import licence allocation, allowing them to pre-empt 
domestic markets potentially open to smaller enterprises. Overvalued exchange rates 
enabled large establishments to import intermediate and capital goods, and at the same 
time reduced rural incomes from agricultural exports, thus hampering the expansion 
of markets for small businesses. Moreover, the state monopoly of marketing and 
distribution restricted smaller businesses' access to essential input. Furthermore, 
various licensing, registration and standards were sometimes  misused  : the penal code 
amendment in 1983 empowered local authorities to ban any person engaged in  'unpro-
ductive' activity, which could include the  'informal sector'. The government 
recognised small-scale production units as an agent of exploitation and class 
differentiation, and discouraged their growth. The large integrated parastatals also 
depressed development of subcontracting, which might be an economic opportunity, to 
smaller firms (Maliyamkono and Bagachwa 1990 and Bagachwa 1993). We are to 
examine in the next chapter the extent to which the medium-sized enterprises have 
been missing under this political and economic situation.
2.3. Economic crisis, structural adjustment, and the smaller industries in the 1980s 
   While these factors in the Tanzanian political economy discouraged the develop-
ment of small- and medium-scale enterprises, and import-intensive industries under 
the worsening terms of trade and inappropriate sectoral allocation of investment 
resulted in the vulnerable structure of the industry as a whole, these and other 
structural factors also contributed to the entire economic crisis in Tanzania in the 
second half of the 1970s and the early 1980s. Externally, military expenses for the war 
with Amin's Uganda in 1978-9, interruption of legitimate trade within the East African 
Community which broke up in 1977, and the severe drought in  1973-4,1981-2 and  1983-
4 badly stressed the official economy. Internally, expansion of the public sector and 
excessive government intervention, including monopolisation of internal trade and 
domestic price controls, led to  inefficient economic management and the growing 
'second economy'. In addition, the Ujamaa villagisation and collectivisation pro-
gramme, which became intensified since 1973, adversely affected agricultural produc-
tion. These factors brought about the negative growth of real income per capita, 
soaring inflation, severe shortage of goods, large budget deficit, and the serious balance 
of payment problem, which in combination necessitated introduction of structural 
adjustment programmes through the pressure from the IMF, the World Bank and the 
donor community (Maliyamkono and Bagachwa 1990 and Bagachwa 1993). 
   After trying economic reforms by its own initiatives in the early 1980s, the 
Tanzanian government forced itself to implement the Economic Recovery Programme
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(ERP) 1986-89 and the following Economic and Social Actions Programme 1989-92, 
supported by resources from the IMF structural adjustment facilities. The basic idea 
of structural adjustment is that excessive governmental intervention in the economy 
has resulted in sub-optimal allocation of resources and economic stagnancy, and 
deregulation and liberalisation are necessary not only for economic recovery but also 
as the borrowing conditions of debt-relief credits from the international financial 
community. As for the trade sector reforms, substantial devaluation of Tanzania 
Shilling, liberalisation of foreign exchange allocation, removal of price controls and 
internal trade liberalisation are the main policies which have been implemented. 
Agricultural policy reforms include increases in official producer prices for export 
crops and reforms of agricultural marketing heavily controlled by inefficient market-
ing boards. Establishment of fiscal and monetary targets such as curbing inflation and 
stimulating financial savings constitutes another important area of policy reforms 
which includes restriction of credit growth and realisation of positive real interest 
rates. 
   In the  official economy, economic reforms brought about the substantial increase 
in the real GDP after 1984 (Fig. 1), when the first significant measures of adjustment 
including devaluation, external trade liberalisation, increases in producer prices, and 
reintroduction of multi-purpose cooperatives for production and marketing abolished 
in the villagisation process, were  implemented  : this was followed by the changing 
presidency from Nyerere to Mwinyi in 1985, and the renewed involvement of the IMF 
in 1986. The growth was largely led by  agriculture  : the industrial output did not 
increase as desired (Fig. 1). However, the debt service ratio of Tanzania in 1987 rose 
incredibly to nearly 81% from 17% in 1981. and the dependence on external financing 
deepened  (Maliyamkono and Bagachwa  1990  : 25). 
   A qualification is  necessary  : the apparent growth of agriculture was dominated 
by food crop production mainly for domestic consumption, and is argued to be the 
result not so much of real production increases as simple integration of the  official and 
parallel markets through the reintroduction of cooperative unions in the latter half of 
the 1980s (Stein 1991 and Chachage 1993).2 Agriculture has not realised  internal 
accumulation of capital, and the former private industrial bourgeoisie, as well as 
merchant  capital, has transformed themselves into the  'container bourgeoisie' whose 
own-funded imports were legalised and who participated in the external trade of  non-
traditional items such as wildlife and forestry products. However, the new forms of 
accumulation have not been conductive to productive reinvestment (Maliyamkono and 
Bagachwa 1990 and Chachage 1993). The prevalence of such trades suggests  unfavor-
able conditions and low profitability of industrial activities under the liberalised 
economy which have now been re-incorporated into the international division of 
labour. One of the main reasons for the dominance of commerce is the uneven pace
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of the  reforms  : the substantial time lag between the liberalisation of foreign trade and 
exchange rates since 1984 on the one hand, and the slow agricultural marketing 
reforms and price decontrol especially in the export sector on the other, has so far 
limited possibly positive effects of the adjustment to the commercial sector (Booth 
1992). This process of liberalisation and adjustment is the result of contradictory 
interests of the reformist commercial bourgeoisie and the nationalist state bourgeoisie 
(Yeager 1989, Campbell and Stein 1991 and Kiondo 1991). 
   Although crisis of the official economy since the late 1970s might have provided 
some opportunities for smaller industries, these did not seem to develop significantly 
even in the  'informal sector' up to the beginning of the economic reforms due to the 
reasons mentioned in the previous section. However, under the  new economic circum-
stances, growing attention has recently been paid to their impact on the small- and 
medium-scale industry. Although the longer-term influence of the reforms is not yet 
clear, there are some evidences in Tanzania that the number of  'informal' and/or micro 
enterprises has increased substantially since 1985 (Bagachwa 1993 and Dawson 1993). 
A few sub-groups are also recognisable among small industrial enterprises, whose 
experiences in relation to various aspects of the economic adjustment are different. 
The general picture of the dominant and profitable commerce and the stagnant indus-
try under the economic  reforms needs closer scrutiny. 
   The key elements of these analyses can be summarised as follows (Bagachwa 1993 
and Dawson 1993). There are those smaller enterprises which have succeeded in 
diversifying their production and securing small niches of low and irregular demand in 
which larger inflexible firms cannot  penetrate  : these include proliferating sawmills, 
car repair, tailoring, and woodworking. Such diversification is possible through easier 
access to raw materials and imported intermediate and capital goods, which is 
prompted by the liberalisation of domestic trade, import and foreign exchange. On 
the other hand, however, the liberalisation tends to intensify competition not only 
among smaller firms but also between their products and imported cheaper goods, and 
more traditional small-scale production of clothing and leather sandals, for instance, 
has been the worst hit. In addition, devaluation of Tanzania Shilling has two contrast-
ing effects. On the one hand, higher prices of some imported goods have made 
domestic products more competitive. On the other hand, devaluation has operated 
against import-intensive enterprises by pushing up production  costs  : they have begun 
to undergo sales decreases in contrast to those largely dependent on domestic 
resources. Meanwhile, increased producer prices in agriculture have not yet resulted 
in expansion of the domestic market for the smaller industries, counterbalanced by 
inflation and ineffective marketing institutions. Therefore those enterprises whose 
customers are predominantly low-income households and the shrinking public sector 
have been adversely affected, but those producing for the growing sector have not.
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Other effects of adjustment, such as decreased subsidy for inefficient parastatals , have 
not immediately been clear. 
   A salient governmental action for industrial promotion since the mid 1980s under 
the ERP has been the export retention scheme which, besides other export incentives, 
allows selected industries to operate external accounts and retain 10 to 50% of their 
export earnings to be used for importation of essential input (Tanzania n.d. b). 
However, the increasing reliance on the market mechanism under the structural 
adjustment may discourage development of large domestic industries with no compa-
rative advantages, which were previously protected by overvalued exchange rates and 
other import restrictions. In this sense, the Tanzanian economy may now be experi-
encing deindustrialisation (Shivji 1991), even though the industrialisation under pre-
ERP state intervention succeeded in establishing production capacity (Costello 1994). 
Meanwhile, the market mechanism may revitalise the private sector, especially certain 
small-scale establishments. Yet, their growth potential seems mixed, because of their 
heterogeneity and dependence on various factors mentioned above. 
   In the new context of economic liberalisation, there has been an important lack of 
discussions on the longer-term  role of smaller production in the whole process of 
industrialisation  (Helmsing 1993). Their significance has often been examined in 
relation to their potential for employment and income generation, as is evident in the 
 `informal sector' debate since the early 1970s world-wide, rather than focusing on their 
role in the whole industrialisation process. In the absence of positive visions for the 
future industrialisation in Tanzania and other African countries now under economic 
reforms, a starting point is an extensive and exploratory analysis of the reality as well 
as a good collection of detailed case studies. Using available official statistics , with 
due caution, this study proceeds in the first direction with special regard to the 
medium-sized establishments.
3 The medium-sized  industry  : characteristics and recent national trends 
   We have seen for Tanzania that those factors which restricted the development of 
smaller industries, including the priority given to import substituting industrialisation 
of simple and large-scale nature, simultaneously contributed to the national economic 
crisis since the late 1970s. The crisis subsequently prompted introduction of  struc-
tural adjustment measures, and the ensuing drastic change in the macro economy has 
differently affected industrial establishments of various sizes and activities . While 
economic recovery of the industrial sector in the  official economy as a whole after the 
mid 1980s has not been significant, the number of micro and smaller enterprises in 
certain activities seems to have proliferated. 
   What is then the state of the middle stratum in relation to the dynamics of the
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industrial  hierarchy  ? Have the small- and medium-sized enterprises experienced 
vertical expansion of the production, or has the economic model of evolutionary 
development into larger operation become increasingly hard to apply to smaller 
industries in  Tanzania  ? To what extent have the smaller enterprises been  self-
reliant and led to industrial  transformation  ? To shed decisive light on these issues, 
it is necessary to examine the degree of import dependency, both direct and indirect, 
production regime, and other economic variables, for individual firms all over the 
country for different points in time. Unfortunately, readily available official data do 
not allow detailed consideration of these aspects. Nonetheless, they still provide 
useful information which helps to examine basic questions concerning the present 
industrial change in Tanzania Mainland. 
   First, they include figures indispensable to understanding of the change in basic 
characteristics of industrial firms with different sizes. We can analyse the data to find 
structural difference and change of the industry by firm size in aggregated terms, in 
which the medium-scale industry is identified and  characterised  : the analysis consti-
tutes the central part of this chapter. Second, the data to some extent illuminate the 
dynamics of individual establishments, including their size differentiation in the course 
of time, enabling us to consider the issue of the medium-sized firms and their evolution-
ary development. This important issue is reserved for the next chapter. Finally, the 
industrial change can be examined for the two important points in time, the 1970s and 
the late  1980s  : using the  official sources, we are able to investigate changes during the 
period of structural adjustment. 
   As for the final point, the effect of trade liberalisation measures on different 
industries, for instance, could be both positive and negative according to the import 
intensity and international competitiveness. However, accessible data cannot explain 
recent industrial changes in relation to the adjustment  measures  : macro-economic 
data of Tanzania are insufficient. Limited information only suggests that the total 
amount of imports has increased sharply in comparison with the domestic manufactur-
ing production after the implementation of trade liberalisation, and that the flood of 
imported goods could act negatively on the domestic production at least in the official 
economy. Table 1 shows the changing proportion of the gross domestic product in 
manufacturing to direct imports since 1976. The proportion decreased drastically 
after 1985 when the own-funded import was legalised, with another large drop between 
1987 and 1988 when the IMF infused financial aid which restored importation. The 
direct imports here are aggregation of all sections of Standard International Trade 
Classification (SITC), and it is impossible to differentiate the amount of manufactured 
goods from raw materials. Moreover, these data do not tell the extent to which 
domestic and imported products in a particular sub-sector compete and affect each 
other. Neither can we establish statistical linkages between this possibly harmful
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Table 1 Gross domestic product in the manufacturing sector and direct imports 
       at current prices, 1976-1990.
Year
 A  : GDP 
manufacturing 
(TShs. million)
 B: Direct 
















































































 Note  : Column A is for Tanzania Mainland only, while B includes Zanzibar . 
 * Tanzania Shillings (TShs) per one dollar as 31st December
. 
 Source  : Tanzania  (1993a  : Table 3, 1994a : Table J.1 and L.4, and  1994b  : Table 11 .1).
economic environment and the dynamics of the industrial sector . In the following 
analysis, we therefore confine ourselves to illuminating some important changes in the 
Tanzanian industry during the period of economic reforms , rather than trying to 
establish causal linkages.
 3.1. Structural difference by firm size category, 1979-1991 
   In order to summarise basic characteristics of the industrial sector in Tanzania 
Mainland, this study relies on two official data sources. The first is the annual Survey 
of Industrial Production for establishments engaging 10 or more persons on the 
average in mining, manufacturing, generation and distribution of electrical energy, gas 
and water. It compiles information on the number of establishments , employment, 
gross output and production costs, ownership, and other features, some of which are 
provided by administrative region. We especially investigate its 1973 and 1990  ver-
sions for comparison (Tanzania 1976 and 1993b) . The second is the Directory of 
Industries, 1979 and 1989 (Tanzania 1981 and 1992a). These are the results of the 
Industrial Censuses which attempted listing of all industrial units defined in the same 
way as the annual industrial survey. For each establishment, the directories record its
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name, International Standard Industrial Classification (ISIC) code, location (adminis-
trative region, district and location), postal address, the year when production  started. 
the stratified size category by the number of persons engaged, and principal products 
and/or  services  : in addition, the 1989 version provides information on ownership of 
business. The 1979 directory also covers very small industries engaging 5 to 9 
persons, although the extent of coverage is questionable especially for smaller firms. 
There are just a few suspected cases of duplication of firm names within each 
directory. However, this study analyses all cases, since it is impossible to identify the 
duplicated cases without doubt using the limited information available. 
   The official data apparently contradict the suggested substantial increase of 
smaller industrial firms during the period of economic reforms. The total number of 
establishments with 10 or more workers was 1,197 according to the 1979 Industrial 
Census, while the figure in 1989 was 1,287. The firms with 10 to 49 workers experi-
enced net addition of 44, or only 5% increase, during the period. However, the actual 
increase seems much larger. The Survey of Industrial Production enumerated only 
982 firms in 1990, and the discrepancy with the 1989 census figures implies its limited 
coverage especially for smaller enterprises, unless their significant proportion covered 
by the census ceased to operate by 1990. The firms with 10 to 49 workers explain 
almost 86% of the negative component of this net difference. It is likely that the 
Industrial Censuses have also been incomplete for smaller establishments, and their 
suggested proliferation is still possible.  We should bear in mind at this stage that 
examination of changing industrial structure in absolute terms may be insupportable 
due to the data problem. Therefore, the following analysis mainly depends on relative 
comparison, although this does not completely eliminate the problem. 
   In the meantime, the firms with 50 to 99 persons increased by 48, or significant  33% 
growth, between 1979 and 1989, and their negative contribution to the difference 
between figures of the 1979 Survey and the 1989 Census was about 13%. The number 
of establishments having 100 to 499 workers shrank from 181 to 156 during the same 
period, yet the 1990 Survey of Industrial Production recorded an increase to 191, 
suggesting once again the questionable quality of the official sources. The number of 
remaining larger firms with 500 or more workers seems the most  reliable  : the 
difference between the 1989 and 1990 figures was only two. These firms underwent an 
increase of 16 to reach 61 firms in 1989. 
   Figures from another official sample survey are obtainable as for micro enter-
prises, or  'informal sector' establishments, in 1991 (Tanzania n.d. d). The survey 
defines informal sector enterprises as those in the private sector which have 5 or less 
paid employees and operate in open-air conditions or in a temporary  structure  : in 
relation to the industrial sector, the definition excludes enterprises using high technol-
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throughout Tanzania Mainland, which sampled 6,966 households containing at least 
one informal sector operator, and was able to estimate national figures for informal 
sector establishments. It estimates that the total number of informal sector establish-
ments in 1991 was about 1,801,500, of which approximately 439,500 (24%) were in the 
manufacturing sector. This source to some extent supplements the lowest part of the 
national hierarchy of industrial establishments. 
   The general pattern in size distribution of industrial firms is pyramidal. This is 
illustrated by the last row of Table 2 for the 1979 and 1989 census data. The main 
activities in terms of the number of establishments were the manufacture of food, 
beverages and tobacco, of textile, wearing apparel and leather products, of wood and 
wood products including furniture, and of fabricated metal products, machinery and 
equipment. These four light and generally  labour-intensive industries constituted 
about 74% in 1979, and 73% in 1989, of all firms with 10 or more  workers  : thus, the 
share of the four was collectively unchanged. During the period, the relative impor-
tance of the woodworking sub-sector did not change, while the share of the fabricated 
metal goods manufacturing increased and that of the production of food and textile 
decreased. 
   Table 2 also reveals that different size groups of industrial firms show contrasting 
sub-sectoral composition, that is, structural difference. Whereas three firm cate-
gories of 10 to 19, 20 to 49 and 50 to 99 workers have similar composition one another, 
these and each of four remnant categories mutually exhibit distinctive structural 
features. In the micro-enterprise category or the  'informal sector' in 1991, the textile 
sub-sector was the single most dominant, and the next was the wood/furniture sub-
sector. Their weight completely reverses for the adjacent small firms of 5 to 9 
workers, although the data are for 1979. This is the first structural split within the 
hierarchy of industrial firms. Second, the 5 to 9 category is by itself distinctive in 
terms of substantially smaller proportion of the food sub-sector than the subsequent 
categories of 10 to 19, 20 to 49 and 50 to 99 in 1979 : this also applies to the manufactur-
ing of fabricated metal products in comparison with the latter categories in 1989. 
Although the relative significance of the wood products manufacturing diminishes with 
increasing size and diversification of activities for both years, these three medium-
sized categories show structural similarity. Third, in the second largest category of 
100 to 499, we find re-convergence on the three main components, rendering the 
woodworking sub-sector and other activities relatively insignificant. Finally, the 
tendency towards concentration goes on to make the largest 500 or more category 
distinctive in terms of the predominance of food and textile manufacturing. 
   The structural difference by firm size, in the form of sub-sectoral convergence at 
the smaller, diversification at the middle, and re-convergence at the larger categories, 
relates to the nature of production and the amount of capital available. One of the
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special features of small-scale industrial production is custom work or production to 
order. In addition, customers are almost exclusively final users in the absence of 
strong intermediate linkages with other industries. With the small amount of dispos-
able capital. smaller enterprises incline to rely on customers for initial input . It is also 
the case that they tend to be flexible and capable of securing niches of low or unstable 
demands, while larger firms are not. In Table 2, the textile-related activities , domi-
nant in the smallest 5 or less category, are likely to include substantial operation 
pertaining to repair and adjustment with minimum tools and a variety of demands. 
The small-scale operation of custom work also applies to  woodworking  : however , its 
production needs more workers, and it becomes predominant in the next 5 to 9 
category. The relative importance of these two activities diminishes as the size 
category goes up. This implies that they do not have a sufficient demand for mass 
production compared with the other two main activities. In contrast, the sub-sectors 
of food and fabricated metal product are more apt to manufacture standardised items 
such as daily provisions and farming and household utensils with substantial capital 
and mass markets. The two keep their significant share up to the 100 to 499, or larger 
categories. 
   Based on this observation, we define the  'medium-sized' industrial firms in 
Tanzania Mainland as those establishments with 10 to 99 workers , where custom work 
gradually gives way to mass production as the firm size and main activities change. 
This categorisation is broader than what McCormick (1993) applies to the case of 
Nairobi's  manufacturers  : she defines the medium-sized enterprises as those firms 
having 10 to 49 persons. We apply the term  'large' to the firms which employ 100 or 
more workers. 
   Meanwhile, food industries became the single most significant sub-sector in the 
500 or more category in  1989, producing for both domestic and foreign consumption . 
To a lesser extent, the textile sub-sector also shares an important proportion in the 
first and second largest categories, this time for mass production of new items . Of 
course, the large firms in these activities, especially parastatals , have suffered from 
capacity underutilisation caused by shortage of imported input, without fully enjoying 
potential mass markets. In summary, the distribution of industrial establishments by 
size reflects the nature of production , which differs according to activity. 
   Informal sector enterprises in East Africa have often been defined in terms of the 
small number of workers, frequently up to 9 or 10 persons, with their observable 
features of  temporariness.' In comparison, their  official definition in Tanzania is 
confined to very small enterprises with 5 or less workers , while the next smallest firms 
with 5 to 9 in the industrial sector were counted by the Industrial Census in 1979. A 
question arises as to the extent to which the 5 to 9 size category includes firms with 
 `informal sector' characteristics. Although census documents do not sufficiently state
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the survey method, the proportion of open-air or temporary establishments in this 
woodwork-dominant size category seems substantial with reference to my preliminary 
field observation of  semi-open-air carpentry along streets of Arusha and Moshi in 
1994. Thus, putting aside the issue of social relations of production which cut across 
the different sectors, an interpretation is possible that the small-scale or  'informal' 
sector in Tanzanian industry consists of at least two distinctive sub-sectors, the very 
small enterprises with up to 4 or 5 workers and the larger ones with 5 or 6 to 9, as the 
Kenyan experience also  suggests.' The official definition of the informal sector in 
Tanzania is rather narrow, when taking into account Kenya's governmental efforts to 
encourage especially the upper stratum of the sector for employment and income 
generation. Lack or unavailability of post-reform data on the 5 to 9 category is 
another important problem in Tanzania. Meanwhile, whereas the 1991 informal 
sector survey did not cover the 'formal' industrial firms with 5 or less workers and high 
technology, these establishments seem negligible under the current state of indus-
trialisation in Tanzania.
3.2. The missing middle in the distribution of industrial employment and output, 
   1973-1990 
   When we focus on registered industrial employment in Table 3, the four main 
activities in terms of the number of firms are again the principal components of the 
industrial employment, although the importance of the sub-sectors of woodworking 
and fabricated metal products is much smaller. The food and textile manufacturers 
were predominant employing approximately 60% of the total for both years. Mean-
while, the structural similarity, found in Table 2, among the middle stratum of 10 to 99 
workers is not reproduced in Table 3. We shall also point out that two sets of sub-
sectoral composition in 1973 and 1990 are mutually rather  different  : among others, the 
share of the textile and woodworking sub-sectors expanded extraordinarily at the 10 
to 19 and 50 to 99 categories respectively. Calculation of the average number of 
employees per establishment by firm size category in the table reveals that these two 
categories in 1990 had figures contradictory to their category range, which were also 
considerably large in comparison with the figures for 1973. This contamination 
hampers further examination of the middle stratum. For the two largest size cate-
gories, employment concentrated in the food and textile sub-sectors, the tendency 
which was also observed in the structural comparison based on establishment. The 
average number of employees per establishment for the 500 or more category was 
nearly 1,300. This implies that the largest size category includes firms with a quite 
wide range of size. 
   Although the size distribution based on the number of firms is pyramidal, the 
picture becomes completely different when we examine employment in Table 3, as
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Table 3 Structure of industry by firm size category, based 
Tanzania Mainland, 1973 and 1990.
on  employment  :
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   129.1 
   149.3
 Note  : The asterisked figures are self-contradictory due to certain 
     original data. 
     The full names of the 11 activities are given in Table 2. 
 Source  : Tanzania  (1976  : Table 15.12.1 and  1993b  : Table 21).
inaccuracies in the
observed in other developing countries (McCormick 1993). The share of all the 
enterprises belonging to the 10 to 19 and 20 to 49 categories was merely  11% in 1990. 
The proportion was almost the same in 1973. If we add figures of the 50 to 99 
category, the share was little more than 20% for both years. As far as the question-
able quality of the data is tolerable, it is safe to say that larger firms held the majority 
of industrial employment. Most of the net increase in employment occurred in the 
two largest size categories, although smaller ones also experienced considerable 
expansion between 1973 and 1990. With reference to these observations and the large 
number of micro enterprises reviewed in 3.1, the  'missing middle' phenomenon is 
evident, and its capacity to absorb labour has not been remarkable. As already 
discussed, the three medium-sized categories, or the missing middle, also constitute a 
continuity of similar sub-sectoral composition based on the number of firms. 
   The last column of Table 4 shows the relative importance of each sub-sector with
                Dynamics of Medium-Sized Firms 
Table 4 Structure of industry by firm size category, based on gross output: 
       Tanzania Mainland, 1973 and 1990.
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Size of  establishments  : number of persons engaged
Activity (%)       10-19 20-49 50-99 100-499  500+ Total 
Year 1973/1990 1973/1990 1973/1990 1973/1990 1973/1990 1973/1990
 1  : Mining 
 2  : Food etc. 
 3  : Textile etc. 
 4: Wood/furniture 
 5  : Paper etc. 
 6: Chemical/plastic 
 7  : Non-metallic mineral 
 8: Basic metal 
 9  : Fabricated metal 
 10  : Other  manufacturing 
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Total  ('000 TShs, 
 at current prices)
1973 123,535 289,429 473,312 1,190,710 1,174,188 3,251,174 
1990 5,248,513 7,226,552 13,999,242 68,019,834 65,723,926 160,218,037
 Note  : The full names of the 11 activities are given in Table 2. 
 Source  : Tanzania  (1976  : Table 15.14.1 and  1993b  : Table 25).
reference to the gross output share. The sub-sectors of food, textile and fabricated 
metal goods are again dominant. Meanwhile, the woodworking activities have 
produced quite a small share disproportionate to their large number of enterprises, 
reflecting their production to order. On the contrary, manufacturers of chemicals and 
chemical, petroleum, coal, rubber and plastic products realised the  third biggest 
proportion of output in spite of their smaller population. The four main activities 
made up 80% of the total industrial gross output in 1973, before the beginning of the 
severe economic crisis. The figure decreased to 71% in 1990, with a notable case of 
the textile industry whose share dropped from 21.4% to 13.7%. Notwithstanding this 
tendency towards industrial diversification, structural change in the sub-sectoral 
composition of output has not been very evident throughout the 1970s and 1980s. The 
main contents of Table 4 are the distribution of the gross output share by activity for 
each firm size category and year. What is striking for 1973 is primary and rather 
constant importance of the food sub-sector over the  whole spectrum of industrial 
firms. The sub-sector's largely increasing share for the 500 or more category during
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the period corresponds to the industrial re-convergence at the top found in the previous 
section. As for 1990, however, the textile sub-sector, the chemical product manufac-
turing, and the fabricated metal goods production took over the first place for the 
categories of 10 to 19, 20 to 49, and 100 to 499 workers, respectively . 
   Aggregating all activities, the gross output share of the medium-sized enterprises 
collectively decreased from 27.3% in 1973 to 16.5% in 1990. The share was 36% in 
1966 and 29% in 1971, and the decrease is attributable to the growing large-scale 
parastatals during the 1970s (Phillips 1979 and Fig. 2). The down-turn of medium-
sized production in the officially registered sector is therefore an enduring tendency 
which has not changed so far through the implementation of structural adjustment 
programmes. The ensuing distribution of industrial output is inverted-pyramidal, and 
if there were production statistics for small enterprises with 10 or less workers , the 
shape might conform to the 'missing middle'. Examining by activity, however, there 
is a notable  exception  : the medium-sized firms with less than 100 workers in the 
wood/furniture manufacturing produced 67.5% of the total gross output in the sub-
sector in 1973, although the share shrank to 60.9% in 1990. During the period , smaller 
enterprises in the sub-sectors of mining/quarrying , and of non-metallic mineral 
products, including potteries, glass and china, also raised their share from 4.5 to 26.8% 
and  8.1 to 23.0% respectively, in addition to the moderate increase in the textile and 
other manufacturing sub-sectors. 
   Because of the unchanged pyramidal distribution of firms , the contribution of 
different size categories to the total production has become more unequal.  Fig .  3 
illustrates differences between the firm size distribution and the distribution of their 
gross output for the five activities principal in terms of either firm number or gross 
output. The x axis shows the cumulative percentage of the number of firms by firm 
size category, while the y axis represents the cumulative percentage of gross output 
for each  category  : both are summed up in the ascending order of the size category , 
and dotted lines are for 1973, while solid lines for 1990. The figure exhibits the 
increasing concentration of output in smaller proportion of larger industries during the 
period. The woodworking sub-sector in 1973, predominantly of medium-scale opera-
tion, was the nearest to the equal distribution line, but it became more distorted 
towards larger categories in 1990. On the other hand , the growing number of estab-
lishments engaged in the manufacturing of fabricated metal goods resulted in the most 
unequal distribution in 1990. Even though the Tanzanian industry is now possibly 
experiencing growing competition with imported goods, and although the statistical 
coverage of smaller firms is incomplete, the significance of large firms as a whole 
seems apparently more pronounced. However, Bagachwa (1993) suggests that many 
small-scale enterprises experienced production increases between 1985 and 1989, while 
larger firms contracted their output.
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 3  Concentration  curves  of  the  production  distribution  by  firm  size  category  : 
Tanzania Mainland, 1973 and 1990. 
 Source  : Tanzania  (1976  : Table 15.11.1 and 15.14.1, and  1993b  : Table 20 and  25).
   There are rather mixed appraisals concerning the credibility of the above and 
other production statistics in  Tanzania  : they range from 'not very helpful' but  'forced 
to use' (Phillips 1979 : 87-88) to 'reasonably reliable' (Skarstein and  Wangwe 1986 : 24). 
In general terms, over-manning, capacity underutilisation and inadequate incentive 
system of the enlarging parastatal sector have resulted in low productivity. The cost-
plus or full-cost system of pricing in the industrial sector, which took effect especially 
from the mid 1970s until the liberalisation in the late 1980s, seems to have distorted the 
output figures. Inflated public sector employment with low efficiency tended to 
increase the value added by raising labour costs which were simply added to other 
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private sector (Rice 1979). We shall remember that the foregoing analysis of gross 
output statistics is not completely devoid of this problem, besides coverage failure and 
possible inaccuracies. 
   These problems might be avoided to some extent when we examine the produced 
quantity of individual goods. Although an investigation by firm size category is not 
possible due to data restrictions, the analysis reveals production trends in real terms 
to show that generalisation at the sub-sectoral level masks individual variations. Fig. 
4 shows the result of a cluster analysis by the Ward's method, which distinguished eight 
groups of manufactured goods according to their shape of output trend after the 
introduction of various economic reforms, using indices which express the produced 
quantity, not prices, of 1985 as 100. Goods belonging to Cluster A, B and C generally 
experienced downward trends, especially Cluster A and C largely failing to keep the 
1985 production level. The latter two include tanned leather, shoes, woven fabrics, 
agricultural chemicals, rolled steel, hand hoes and others, some of which are reported 
to be in direct competition with imported goods (Furusawa 1986, Stein 1991, Bagachwa 
1993, and  Dawson 1993). As we have seen, the textile sub-sector's relative importance 
diminished from the 1970s to the late 1980s in terms of both firm number and output. 
Beverage, cigarettes and sisal products made of domestic resources, and some goods 
from heavy industries in Cluster D and E, maintained their output. Cluster F, G, and 
H include those goods whose output drastically increased towards the end of the 1980s, 
such as cement, automobile-related manufactures and paper. 
   In the mining activity, the official output of gold and gemstone sky-rocketed in the 
latter half of the 1980s, especially since 1989  : the output level by weight in 1991 as an 
index representing those in 1985 as 100 was 6,977 for gold and 9,234 for gemstone 
(Tanzania  1994a  : Table H.1). This is due to formalisation of the underground econ-
Table 5 Production trends for selected industrial goods by  activity  : 
       Tanzania Mainland, 1985-1992.
Activity
Selected items represented 
 by trend cluster  (Fig. 4)
 2  : Food etc. 
 3  : Textile etc. 
 4: Wood/furniture 
 5  : Paper etc. 
 6: Chemical/plastic 
 7: Non-metallic mineral 
 8: Basic metal 









 Note  : The full names of the nine activities are given in Table 2. 
 Source  : See Fig. 4.
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 omy (Campbell 1991). Although we might infer  macro-economic factors of ups and 
downs for other products, these are beyond the scope of this study. We should also 
bear in mind the fact that figures for important goods belonging to wood furniture and 
clothing are not available in the official statistics. It is however clear that products 
manufactured by enterprises in the same sub-sector do not necessarily exhibit similar 
production trends. Table 5 shows the selected industrial goods by sub-sector using 
the results shown in Fig. 4. It indicates that any generalisation based on aggregation 
by activity is untenable. 
   The official data source also provides us with the value added and employment by 
size, thus theoretically enabling us to examine labour productivity by size for each 
activity. Putting aside the data problems, it is however  difficult to compare  productiv-
ity of firms even belonging to the same sub-sector, because they may exhibit largely 
different production regimes, especially when their size is not the same. Thus, this 
study stops examining the aggregated statistics at this point.
3.3. Summary 
   The absolute change in the number of industrial firms from pre- to post-adjust-
ment periods in Tanzania Mainland is obscured by the limited coverage of  official 
statistics, but available figures do not deny the possibility for medium-sized firms, 
empirically defined as those with 10 to 99 workers, to have proliferated, and for larger 
industries to have maintained or even augmented their number. We have also seen 
some prominent features of the industrial structure with special reference to firm size 
difference. In terms of the number of establishments, the predominance of the four 
main sub-sectors, with the small- and medium-scale woodworking at the top, changed 
little for the period between 1979 and 1989, while the relative importance of the 
fabricated metal manufacturing increased especially at the middle stratum of the 
industrial hierarchy. The difference in sub-sectoral composition by size category was 
argued to relate to the nature of production, reflecting the disarticulation of smaller 
custom work and larger import substituting  production  : the medium-sized stratum 
embodies both of them according to activity. In addition, we found heterogeneity 
among micro and small establishments with 9 or less  workers, which are often 
collectively called  'informal sector' enterprises. 
   With regard to employment, the share of the intermediate stratum was small, and 
the existence of the 'missing middle' was confirmed. As for the gross output share, the 
three dominant sub-sectors, of which the food manufacturing was the largest, 
maintained their share between 1973 and 1990, while the manufacturers of textile-
related goods diminished their proportion. The predominance of the food manufactur-
ing throughout the whole firm hierarchy in 1973 weakened in 1990, but the direction of 
the structural change was not clear. The general trend of the smaller and shrinking
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output share of firms with up to 99 workers compared to larger production units has 
been unchanged since the late 1960s up to the late 1980s, with a few exceptional sub-
sectors which kept their major share or expanded their proportion. Meanwhile, we 
shall emphasise variation, rather than uniformity, evident in the output trends of 
selected industrial goods. 
   What do these findings imply for the industrial change in  Tanzania  ? At least, a 
declining tendency in the large-scale textile industry is evident in terms of the number 
of firms, employment and output. However, the discussion is inconclusive since 
reliability of output figures is in question. Simultaneously, it is also indecisive 
whether the possible proliferation of medium-sized enterprises has led to major 
structural transformation nationwide. Nevertheless, employment generated by them 
seems to be a tiny proportion, and their development is likely to be, not surprisingly, 
horizontal proliferation, rather than vertical evolution. Here we seem to have 
exhausted meaningful ways of interpreting the aggregated data, and are not in a 
position to explain further the macro-economic impacts of structural adjustment on 
the industrial sector. The remaining way to investigate more satisfactorily the issue 
of industrial change during the period of economic crisis and reform is to examine 
individual enterprises. Without this information, we cannot approach the important 
issue of firm size differentiation and dynamics of the identified 'missing middle'.
4 Dynamics of individual firms, 1979-1989 
   This chapter devotes itself to analysing the dynamics of medium- and large-scale 
industrial establishments in Tanzania Mainland, exclusively relying on the Directory 
of Industries for 1979 and 1989 to which we have partly referred in the previous 
chapter. The variables which this data source supplies, especially firm name, location, 
and postal address, allow us to examine whether individual firms have survived during 
the period of economic reforms. An important step is to identify those establishments 
which were registered in both 1979 and 1989 directories, thus likely to have continued 
to operate throughout the 1980s. Once this identification is made, we are able to know 
whether the firms have changed their size, and what their characteristics are in terms 
of ownership of business and activity. Importantly, the procedure also enables us to 
discuss features of the firms which disappeared from or newly appeared in the official 
statistics. 
   Of the variables to be analysed in this and next chapters, this study categorises the 
foundation year on the basis of  ten-year intervals, with two exceptions at both ends of 
the time axis. It roughly corresponds to significant historical events, starting from the 
period towards the end of the World War II (-1944), through two ten-year periods 
before and just after independence (1945-1954 and 1955-1964) and another two divided
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by the oil crisis in the mid 1970s (1965-1974 and 1975-1984), to the last five years of 
economic reforms (1985-1989).  Meanwhile, ownership of business is obtainable only 
for 1989. Out of 1,287 establishments counted by the 1989 Directory of Industries, 298 
(23%) were wholly or partially owned by the government, 775 (60%) were completely 
private-owned, and 159 (12%) were under control of Regional or District Cooperative 
Unions and other cooperative societies.
4.1. Exit, participation, and firm size  differentiation  : the unstable missing middle 
   The study combined the two industrial directories of 1979 and 1989 to form the 
database, to which a series of computer-aided sorting was applied. Assuming that 
surviving establishments in 1989 did not move out of the administrative district where 
they were in 1979, and that they might have changed their ISIC activity during the 
decade, the procedure sorted names and postal addresses of all establishments and 
identified pairs of firms from both years which had the same name and address. The 
identification took into account possible simplification and switch between English and 
Kiswahili versions of their names. As the diagram in Fig. 5 shows, the analysis found 
that 517 out of 2, 118 establishments in 1979 existed in 1989. 
   We shall put aside the 5 to 9 size category, which the 1989 directory did not cover, 
to calculate the total ratio of disappearance for the remaining categories. The figure 
was 60.8%. The disappearing firms are those which by 1989 either quit from the 
business, became 'informal' by reducing their size below 10 workers or turning unregis-
tered, or changed their name and address. As Part A in Fig. 5 shows, the ratio 
increases as the size category descends. Meanwhile, a series of separate analyses 
excluding the 5 to 9 size category revealed the following. The ratio of disappearance 
was high for predominantly small-scale woodworking (74.4%), mining (69.7%), and 
non-metallic mineral manufacturing (66.7%), when we exclude two cases with value 
missed. The same ratio for the firms established between 1975 and 1979 was 70.2% 
and the highest among different periods of foundation  years  : although the considera-
tion shall eliminate about  36% of the firms with 10 or more workers in 1979 due to 
missing values, this means that most of the newest firms at the time of the 1979 
Industrial Census have already disappeared. These figures suggest rapid turnover and 
high  'informality' of medium-sized industries, although which of these two is more 
significant as the reason for disappearance is not clear. 
   This characterisation is also supported by the information on new participants, 
namely the establishments which started their operation after 1980 and were counted 
in 1989 for the first time (Part B in Fig. 5). The number was 502, or 39% of all 
establishments in 1989, and it is clear that the proportion of these new firms was larger 
for smaller size categories, although the largest 500 or more category scored a 
relatively high proportion. By activity, the figure based on the 498 firms was large
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Fig. 5 Dynamics of industrial establishments, summary by firm size  category  : 
   Tanzania Mainland, 1979 and 1989. 
 Source  : Tanzania (1981 and 1992a), compiled and analysed by the author.
once again for sub-sectors of mining (58.6%), non-metallic mineral 
and woodworking (42.7%). These are also the activities which, 
middle stratum, largely expanded or kept high their output levels 
adjustment, as indicated in 3.2. Moreover, nearly 60% of the 492 
concentrated in the most recent foundation category of 1985 to 1989. 
out of the 497 new establishments, 64% were private-owned, which
products (57.1%), 
especially in the 
during structural 
new participants 
In the meantime, 
is slightly larger
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than the figure based on the all establishments  (60%)  : it seems that private enterprises 
tend to be of more rapid turnover than government-owned firms. 
   We should bear in mind that this strong association between smallness and rapid 
turnover of establishments is a part of the possible horizontal proliferation of the 
medium-sized firms especially after the implementation of  structural adjustment. 
The missing middle in the industrial hierarchy is therefore not a stagnant minority in 
industrial employment and output. 
   As we have seen in 3.1, the increase in the number of medium-sized firms was 
apparently only 5% between 1979 and 1989, but existing studies suggest that it could 
be much larger. The questionable coverage of the official directories matters. Part 
C of Fig. 5 might give a clue to it. There were 267 newly registered firms in 1989, 
which had already started their operation by 1979 but failed to be counted in that year, 
or were registered in 1989 under names different from the 1979's. Their proportion to 
the total number of enterprises in 1979, or the ratio of apparent coverage failure, 
exceeded 22%. In addition, the figures by size category illustrate that smaller  estab-
lishments tend to avoid registration or be neglected by the authorities. A different 
analysis found that as for the 266 firms newly registered in 1989, fabricated metal 
manufacturing, mining, and woodworking were the activities whose ratio of coverage 
failure was substantial, 47, 36 and 31% respectively. The 213 newly registered firms 
included those founded before 1954 with 49% coverage failure , as well as the newest 
at that time with 39% negligence. Private, cooperative and even public firms were left 
out at almost the same proportion, around  20%. It is therefore possible that the real 
total number of smaller firms in 1989 was at least 20% larger than those officially 
recorded. The ratio for 1989 would be significantly larger , provided that the pro-
proliferation argument is valid. 
   Having outlined the association between smallness and rapid turnover of indus-
trial establishments on the one hand, and the extent of coverage failure in the  official 
industrial directories on the other, we now turn to those which existed in both 1979 and 
1989 (diagram in Fig. 5). The surviving establishments consist of two  types  : those 
whose name appeared only once in each year, and those which had more than one 
identical establishments in one or both of the years for certain reasons which are not 
clear from the directories. Whereas the first type of  'one-to-one correspondence' 
allows us to examine change in the size of establishments, the second,  'multiple 
correspondence', does not. This is because the directories give us already classified 
size categories, whose simple aggregation for the cases of the latter is impossible. 
Each of the two types is further divided into those pairs of identical establishments 
which were classified into the same activity for both years, and those which were not. 
   Part D of Fig. 5 shows the changing firm size between 1979 and 1989 for 437 
establishments, which were a part of  'one-to-one correspondence', and did not change
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their activity or  location  : only this allows us to examine firm size differentiation, 
which the aggregated data in 3.1 did not. We should be cautious of the nature of firm 
size categories in the  official directories, when interpreting the differentiation or 
transition matrix. First, the range of these categories is not uniform. It becomes 
larger as the category goes up, thus more likely for the changing number of workers 
during the period to be contained within the same category. Smaller categories are 
more sensitive to change, and firms belonging to them may appear relatively more 
dynamic than larger ones, and be more apt to change their size category (see also 
Table 3). Second, the size category for an establishment is not necessarily absolute, 
but may change seasonally or by other factors. In particular, apparent shifts to 
adjacent size categories may not reflect the reality adequately. Third, absence of size 
change may not be a sign of stagnancy, but of a strategy especially for lower medium-
sized  firms  : it may be an indication of non-industrial or even non-economic reinvest-
ment (Hyden 1987), or a result of risk aversion in discouraging economic environment 
(McCormick 1991 and 1993). However, the available information is not sufficient for 
examination of the reasons for firm dynamics. Meanwhile, the changing size of the 
firms which are classified into the  'one-to-one correspondence' group but changed their 
activities between 1979 and 1989 are shown in Part E of Fig. 5, yet their number is too 
small to argue for significant tendencies. Finally, the 1989 directory did not cover the 
small units with 5 to 9 workers at all, and we should exclude them from the main 
 analysis  : it is however notable that only 45 out of 921 small firms were found evolving 
into medium-scale operation. 
   The transition matrix indicates that the majority of firms at the two extremes of 
the industrial hierarchy kept their number of workers in the same size category after 
the decade of drastic economic change. Although their range is greatly different, 
more than 66% of the firms in each of the two size categories of 10 to 19 and 500 or 
more workers in 1979 stayed in the same in  1989  : if we include the proportion 
contributed by the adjacent size category, the table might imply that most of the firms 
did not significantly change the amount of labour. This large proportion is more 
important for the 10 to 19 category, since the firms in this category stayed small in 
spite of the category's greater susceptibility to small change in size. 
   Meanwhile, the second largest category of 100 to 499 workers in 1979 experienced 
differentiation more inclined downwards. The remaining two categories with 20 to 49 
and 50 to 99 persons, which constituted a part of the middle stratum in 1979, were the 
most changing portion of the hierarchy in that less than  40% of firms remained in the 
same category in 1989, exhibiting both upward and downward mobility towards 
polarisation. These groups partly corresponding to the  'missing middle' are therefore 
changeable not only in terms of their rapid turnover but also with regard to their 
diverging firm size. It is possible that the difference in the range of size category
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exaggerates the relatively unstable characteristics of the middle stratum. This time, 
inclusion of the two adjacent categories obscures the diversifying  tendency  : more than 
85% of the firms in the two middle categories might be relatively unchanged, suggest-
ing that they might be no less static than the two extreme size categories. However, 
when we control the matrix by ownership in the next section, the polarised intermedi-
ate stratum and other features become pronounced.
4.2. Size differentiation by ownership and activity 
   The ownership variable is only for 1989, and we cannot examine the changing 
ownership status, if any, of the industrial firms which underwent the economic crisis 
and reforms in the  1980s  : we assume that the observed status in 1989 was maintained 
throughout the decade. Each of the ownership categories is represented by the 437 
surviving firms almost proportionately to the population, and we examine 391 cases 
with 10 or more workers, excluding cases with missing value or those belonging to the 
 other' ownership category. 
   The upper part of Table 6 is the transition matrix controlled by ownership. It 
immediately reveals some notable tendencies with reference to the size categories in 
1979. First, the majority of the lower medium-sized firms with 10 to 19 workers were 
in the private sector, which remained in the same size category in 1989 more frequent-
ly. Second, as for the other two medium-sized categories of the 20 to 49 and 50 to 99 
workers, public sector establishments were more likely to move upward, while private 
firms experienced polarisation more inclined downward. Third, as for the 1979 size 
categories of 100 to 499 and 500 or more persons, whereas the majority of the 
government-owned firms tended to stay in the same category or augment their size, a 
large proportion of private enterprises shifted downward. 
   Since the above simple subdivision of the transition matrix by ownership encoun-
ters the problem of a low frequency for many elements and the difficulty in interpreta-
tion, we reorganise the matrix in the form of the lower part of Table 6 where each firm 
size shift is modified into three broader categories, and tabulated by ownership and 
ensuing size category in 1989. All cases of the shift to higher firm size categories are, 
regardless of their original firm size, summed up to yield the  'upward shift' category. 
Likewise, the diagonal elements of the transition matrix, staying in the same size 
category, constitute the  no shift', and the remaining cases of the shift to lower size 
categories are merged to form the  'downward shift'. First, among the firms which 
experienced upward shift, it is the public enterprises that moved relatively more 
frequently to the two largest size categories. On the contrary, upward shift of private 
firms was predominantly within the medium-sized categories. Second, the feature of 
the no shift category is  clear  : the majority of the public firms in the large-scale sector, 
in contrast with most of the private enterprises concentrating in the medium-sized
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Table 6 Transition matrix  and firm size shift by ownership of  business  : Tanzania 
Mainland, 1979-1989 (number of establishments with 10 or more workers)
Size in 1989
Size in 1979 
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(33.9) 62 (100)  
(  1.8) 113 (100) 
 ( 0.0)  22  (100)
26 (100) 
 62  (100) 
16 (100)
(23.9) 113 (100) 
 ( 3.9) 233 (100) 
 ( 0.0) 45 (100)
 Note  : Parenthesised figures are the percentages of all the cases in a row of the table 
     which are within a cell. Underlined figures are diagonal elements of the 
     transition matrix. The tabulation excludes 11 cases classified into the 'other' 
     ownership category or having missing values. 
     Ownership is classified as  follows  :  - 
     G : Government owned, wholly or partially, 
 P  : Private owned, and 
 C  : Cooperatives. 
 Source  : Tanzania (1981 and 1992a), compiled and analysed by the author.
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sector. Finally, the proportion of firms which moved downward especially to the 
categories of 10 to 19 and 20 to 49 workers was larger for the private sector . For each 
shifting category, the minority of cooperatives exhibit patterns more similar to private 
enterprises. 
   Throughout Table 6, mutually quite distinctive are the transition patterns in the 
public and private sectors during the period of structural adjustment. As a result, the 
total size distribution of the surviving establishments in 1989 was characterised by the 
more public firms at the top and the more private ones at the lower part of the 
hierarchy. Inclusion of newly participating and registered firms in 1989 does not 
change the  picture  : in the public sector, the share of the firms with 10 to 99 workers 
in 1989 was  60.1%, while the figure was 89 .9% in the private sector. Therefore, the 
changing economic environment has not realised substantial evolutionary development 
of medium-sized establishments in the private  sector  : instead , many private enter-
prises have undergone downward firm size shift to form a large majority of the 
unstable middle stratum. Evolving small enterprises , if any, would face this reality in 
the missing middle, being largely restricted to custom work . This is another indica-
tion that the missing middle is not likely to absorb considerable labour force under the 
current economic liberalisation. Meanwhile, the term evolution is inappropriate to 
government-owned firms which expanded or stayed in the same size because of
Table 7 Firm size change by ownership and main  activity  : Tanzania Mainland , 1979 and 
       1989 (number of establishments with 10 or more workers)
Size 
category 
shift Food  etc. Textile etc. 
1979-1989 Ownership 10-99  100+ 10-99  100+
Size in 1989
 Wood/furniture Chemical/plastic Fabricated metal 

































































 Note  : The tabulation excludes firms classified in minor industries or 'cooperative' and 
 `other' 
ownership categories, or those having missing values. The full names of the 
     five activities are given in Table 2. 
     Ownership is classified as  follows  :  — 
     G : Government owned, wholly or partially , and 
 P  : Private owned. 
 Source  : Tanzania (1981 and 1992a), compiled and analysed by the author .
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governmental intervention. 
   We now look into firm size dynamics by activity and ownership. The examina-
tion concentrates on 259 establishments related to the five main activities in the public 
and private sectors, and uses the same size shift categories as Table 6. In addition, we 
merge the five original size categories in 1989 into the medium-sized sector of 10 to 99 
workers and the large-scale sector with 100 or more persons. This procedure resulted 
in Table 7, whose interpretation is still rather difficult in spite of the attempt to 
alleviate problems resulting from subdividing the transition matrix. 
   The food manufacturers were the most mobile, since only 45% experienced no firm 
size shift. Government-owned firms were predominantly larger. The proportion of 
the upward shift firms with 100 or more workers and the downward shift firms with 10 
to 99, with no distinction of ownership, was 24 and  21% respectively, implying that this 
sub-sector was most clearly polarising among the five main activities. The fabricated 
metal sub-sector was the next most changing, having 46% of firms with no size shift, 
with more downwardly mobile firms to form the 10 to 99 size category (30%). The 
woodworking activity was with 53% of firms staying in the same size category, and the 
proportion of the downward shift firms with 10 to 99 workers was much larger  (27%) 
than the case of the upward shift firms with 100 or more workers. This indicates that 
the sub-sector, as well as the fabricated metal manufacturing, has a typical missing 
middle character predominantly in the private sector. The remaining two activities 
of textile and chemical/plastic manufacturing had more firms with no size shift (more 
than 60%). In the next chapter, we will examine the characteristics of each activity 
in relation to the geography of Tanzanian industry, with newly participating and 
registered enterprises in 1989. 
   Before proceeding to this analysis, we shall briefly examine the remaining firms 
which are classified into the  'multiple correspondence' group (Fig. 5). This includes 
the four cases whose firm size is missing. The 40 establishments in 1989 were slightly 
larger in firm size, older in the foundation year, and more in the public sector, 
compared with the average. Meanwhile, the sub-sectoral composition was not 
significantly different from the average. We do not have  sufficient information to 
infer the reasons for these firms to exhibit multiple correspondence.
5 Geographical characteristics of Tanzanian industrialisation 
   What is then the geographical manifestation of the unstable missing middle and 
other features of the industrial hierarchy in Tanzania  Mainland  ? The statistical 
sources which we have analysed in the two previous chapters provide only limited 
information by geographical area, and there has been little systematic account of 
governmental policies on industrial location. Indirect policies such as pan-territorial
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pricing and its abolition by the early 1980s might have also influenced especially in 
relation to the industrial geography of the  'second economy' (Yeager 1989,  Maliyam-
kono and Bagachwa 1990, and Kiondo 1991), but nationwide investigation is yet to 
come. This study is not intended to overcome these limits. Instead, this chapter 
focuses on the reality of geographical distribution of industries based on the findings 
in the foregoing analysis. The analysis begins by classifying 20 regions in terms of 
wage employment structure, and characterises each cluster of regions with regard to 
the nature of individual industrial establishments located there.
5.1. Employment structure by region 
   The Bureau of Statistics sends annually postal questionnaires to employers with 
a view to collecting information on all wage earners whether engaged full- or part-
time, and issues the annual Survey of Employment and Earnings. Wage earners in 
small-holder agriculture, employees in private households, foreign diplomats and 
members of the armed forces are excluded. Very questionable is the extent of 
coverage for smaller enterprises including contractors, transport firms and small-scale 
grain mill operators, for instance, and the survey does not claim to yield complete 
national information on wage employment and earnings. The rate of response is
Table 8 Regional classification by wage employment structure, cluster means  (%)  : 
Tanzania Mainland, 1982.
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 Note  : * Number of wage earners in 1982 as the proportion to the population 
      aged 10 years and over in 1978. 
 - Number of 'public services sector' workers as the proporti
on to the 
       total wage earners. See Note 5. 
      Supply of electricity, gas and water. 
 Source  : Tanzania  (n.d.  a  : Table 1, and  1992b  : Appendix 13).
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around 75, and more than 90% when estimates by the Bureau of Statistics are included. 
The most recent data currently available are for the years 1982-1984 (Tanzania 1992b). 
Since an important breakdown of employment by the public and private sectors by 
region is only obtainable for 1982, the following analysis concentrates on the data for 
that year, just before or on the commencement of the structural adjustment  measures.' 
   The analysis attempts clustering of 20 regions in Tanzania Mainland by Ward's 
method with reference to the employment statistics. The number of clusters obtained 
is determined so as to realise easy but effective interpretation of  cross-tabulation with 
other variables for industrial establishments in the later stages of the analysis. Five 
clusters were distinguished and their characteristics, mean values for each input 
variable by cluster, are summarised in Table 8. All but Cluster C, which is Dar es 
Salaam, have very limited share, less than 10%, of wage employment in the population 
aged 10 years and over. Therefore, the data examined here are only a small represen-
tation of the economy. Meanwhile, a separate estimate of national average of the 
employment share of agriculture, which is not restricted to wage earners in large 
farms, was 84.2% in 1990/91. The proportion of the second and third largest activities 
in terms of employment, commerce and service, was 6.3 and  4.2%  respectively  : the 
manufacturing was next to them to constitute only 2.2% (Tanzania 1993c Part  2  :  15).6 
   The five clusters are in a hierarchy of dissimilarity as follows. At the first stage 
of the analysis, the combination of Cluster A and B on the one hand, and that of Cluster 
C, D, and E on the other, were  distinguished  : what is common to Cluster A and B in 
contrast to the other is their very high proportion of agricultural wage employment. 
At the second stage, Cluster E is differentiated from the combination of Cluster C and 
 D  : Cluster E differs much in terms of its high proportion of public and service sector 
employment. Then, the final stage of splitting resulted in dissociation of Cluster A 
and B, and C and D. Based on Table 8, each cluster can be characterised as follows  :-
Cluster A
Cluster B
The agriculture-dominant region, Morogoro, which is also an important 
source of food for Dar es Salaam. The population in 1988 was 1,222,737 
(or 5.4% of the national population), and wage earners in 1982 totalled 
52,795 (or 8.3% of the national wage employment). 
Four agriculture-based diversified regions with relative insignificance of 
public sector employment. This cluster includes Arusha, Kilimanjaro 
and Tanga in Northeastern Highlands, where small-holder cash crop 
production outside wage employment and other economic opportunities 
have also been relatively developed, and Iringa in Southern Highlands, 
where European settler farming once developed. The combined popula-




Cluster  D  :
Cluster E
The non-agricultural diversified region, Dar es Salaam , with a high 
degree of wage employment involvement and engagement in manufactur-
ing. The population in 1988 was 1,360,850 (6.1%), and wage employment 
in 1982 totalled 179,558 (28.4%), the single region of the largest 
 concentration.' 
Four service-based diversified regions. The constituent regions scatter 
around the country, one of which, Mwanza, is a densely populated area . 
The combined population in 1988 was 5,037,313 (22.4%) . Wage earners 
numbered 85,722 (13.5%) in 1982. 
Ten public sector and service-dominant regions with the smallest share of 
wage employment as a whole. This is the largest cluster in terms of 
population, and consists of less-developed regions, some of which have 
relatively little rainfall, including arid and semi-arid areas . The total 
population of the 10 constituent regions in 1988 reached 9,959,934 (44.2%), 
and wage employment was disproportionately 148,233 (23.4%) in 1982.
5.2. Geographical distribution of industries in Tanzania Mainland 
   Fig. 6 depicts the distribution of industrial establishments by administrative region 
on the basis of the wage employment clusters of regions in 5.1. Four hundred and 
fifty-four or nearly 35.3% of all firms in Tanzania Mainland concentrated in the single 
region of the primate city, Dar es Salaam , in 1989. Mwanza, Tanga, Arusha, and 
Kilimanjaro regions followed in this order, collectively sharing another 26.6%. These 
regions have been more developed as centres of peasant production and plantations for 
raw-material-oriented industries, especially for coffee , cotton and sisal  products  : 
timber is another case. Their relatively tolerable infrastructure and population 
concentration favoured other market-oriented industries as well . They also have had 
more diversified employment opportunities since the pre-independence period, as the 
result of clustering by the wage employment structure indicates . Thus more than 
60% of industrial establishments located in Dar es Salaam and small number of major 
urban centres in the northern part of the country in 1989. To a lesser extent, the 
agriculture-dominant and a few service-based regions had another sizable proportion 
of industries. In striking contrast are the public sector and service-dominant regions , 
most of which have received quite a small portion of industrial firms compared to their 
combined population. 
   In terms of firm size composition, there is a clear distinction between two groups 
of regions. When we calculate the average proportion of lower medium-sized firms 
with 10 to 49 workers based on the data shown in Fig . 6, it was 53.6, 66.3 and 62.4% for 
Cluster A, B and C. The figure was much higher for Cluster D and E , 74.9 and 74.5% 
 respectively  : although the average figures were almost the same for the last two
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clusters, the latter, the public sector and service-dominant regions, exhibited more 
internal variations. 
   Then, how has the geographical distribution of industrial firms  changed  ? As 
discussed in 3.1, the total increase of industrial establishments between 1979 and 1989 
all over Tanzania Mainland was apparently 90. Disaggregating by region, however, 
we find distinction between Cluster A and B on the one hand, and Cluster C, D and E 
on the other. The majority of the former, the agriculture-dominant, and agriculture-
based diversified regions, experienced considerable firm  decreases  : Morogoro (24), 
Tanga (40), Arusha (17) and Kilimanjaro (13). Meanwhile, the latter group of clusters 
recorded substantial  increases  : non-agricultural diversified Dar es Salaam (69) and 9 
regions with the service and public sector predominance in Cluster D and E (140). 
Exceptions are 5 regions belonging to Cluster D and E which diminished their firms 
collectively by 46, and agriculture-based Iringa which underwent an increase by 21. 
Accordingly, putting aside the ongoing industrial concentration in Dar es Salaam, the
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bias of industrial  location towards more developed regions might have been mitigated 
during the decade of economic changes. 
   Fig. 7 is the series of maps which cumulatively display geographical distribution of 
industrial firms by administrative district since 1912. It depends on the data of 
foundation year for the establishments which were counted by the Industrial Census in 
1989. It is therefore mapping of the surviving  firms  : no other information on the 
history of changing industrial geography in the long term is immediately available . 
The internal boundaries delimit 20 administrative regions . The figure aggregates 
firms by district, whose boundaries are omitted, and does not show those districts with 
no registered industrial establishments in 1989. The predominance of Dar es Salaam 
was already obvious at independence (Map c), while other industrial centres such as 
Mwanza, Arusha, Moshi and Tanga districts in the northern part of the country 
became important by the mid 1970s (Map d). Whereas the increase in these centres 
slowed down after the two oil crises, accumulation of surviving firms is evident in other 
minor districts (Map e and  f). This is possibly another geographical expression of the 
above partly diversifying tendency in industrial distribution . Although the coverage 
problem of the Industrial Censuses is unavoidable, we are to examine in some detail
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 Note  : The  coefficient of specialisation is 0.0 when the region under consideration has 
 completely the same industrial mix as the whole country in terms of employment, 
     while it equals 1.0 if the total employment in that region concentrates in a single 
     industrial activity. 
 Source  : Tanzania (1976  : Table 15. 12. 1 and  1993b  : Table 21), and Table 8.
Fig. 7 Cumulative distribution of the industrial firms which existed in 1989 by  district  : 
   Tanzania Mainland (p. 138). 
 Source  : Tanzania (1992a), compiled by the author.
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this tendency in the next section. 
   The wage employment classification of 20 regions also relates to the industrial mix 
in terms of employment. Table 9 shows changing coefficients of specialisation for 
each region between 1973 and 1990, and it is evident that Cluster A, B and C of the 
 agriculture-dominant, and agriculture-based diversified regions, and  non-agricultural 
Dar es Salaam tended to record relatively small figures, thus their industrial mix was 
more similar to the national average pattern (see Table 3). On the other hand, the 
industrial sector in the regions belonging to Cluster D and E inclined to specialise, 
although in the majority of cases the degree of specialisation diminished by 1990. 
 With respect to geographical concentration of industrial sub-sectors, Table 10 indi-
cates that mining and basic metal industries were among the most localised activities 
in both years. The relationship of these geographical distribution and individual firm 
characteristics, including the question of how the  'missing middle' geographically 
developed, will be examined in the next section. Before proceeding to the analysis, we 
introduce another geographical point of view. 
   This study attempted a simple geographical classification of the 1,287  establish-
ments counted in 1989 in terms of urban/rural locational distinction, which is based on
Table 10 Industrial employment and coefficient of 
Tanzania Mainland, 1973-1990






































































 Note  : The coefficient of localisation equals 0.0 if the geographical 
     distribution of employment in the activity under considera-
     tion is perfectly the same as the total employment.  Mean-
     while, if the coefficient approaches to 1.0, the employment in 
     that activity tends to concentrate in a single geographical 
        area. 
     The full names of the 11 activities are given in Table 2. 
 Source  : Tanzania (1976 and 1993b).
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the geographical categorisation of the 1988 Population Census. The census provides 
a classification of administrative wards into the following locational categories, and 
this study classified each industrial establishment into one of these categories accord-
ing to the ward where it located. As a result, 450 (35.0%) firms were found to locate 
in one of the three urban wards in Dar es Salaam, 453 (35.2%) in other 'urban' areas, 
177 (13.8%) in  'rural' areas, 129 (10.0%) in 'mixed' areas, and 78  (6.1%) whose locational 
category was uncertain. Although the population census report does not give 
definitions of these categories, it seems safe to say that the majority of the industrial 
firms officially registered in 1989 were urban. In terms of the number of firms, the 
activities whose share in the  'rural' industry was substantially larger than other 
geographical areas in 1989 were mining (24.3%) and the manufacturing of non-metallic 
mineral products (8.5%). There is so far no nationwide source which allows us to 
examine rural industrialisation before and after the implementation of structural 
adjustment.
5.3. The industrial geography of the missing middle 
   By segmentation analysis, we try to characterise each of the five wage employ-
ment clusters of regions with regard to the nature of their individual industrial firms 
registered in the 1989 Directory of Industries. Among the four categorical variables 
of the firms, ISIC activity classification, foundation year, ownership of business, and 
firm size, the analysis first finds the most statistically significant variable when it forms 
a crosstabulation with the dependent variable, geographical location of the firms in 
terms of the wage employment  clusters  : thus the two variables in the table are found 
least likely to be unrelated. Categories of the independent variable are merged so as 
to improve the significance of the relationship. After subdividing the crosstabulation 
by the categories of the independent variable, the analysis proceeds to find another 
independent variable for each sub-group which constitutes another crosstabulation 
with the dependent variable, and the procedure continues as long as the probability 
value of an independent variable is less than the significance level of 0.05 and the 
number of firms in a sub-group is not below 20. Although the data were not statisti-
cally sampled, we find this method useful as a way to subdivide the firm population to 
reveal characteristics of the wage employment clusters of regions. 
   The first independent variable which best distinguishes characters of the five 
clusters of regions was ISIC activity, and the population of 1,287 industrial firms was 
split hierarchically into 19 mutually exclusive and distinct segments with the remain-
ing variables  (Fig.  8). In the following, we compare each segment's distribution of 
firms by regional cluster with that of the whole population at the top before subdivi-
sion. We then point out the regional clusters which score a larger share in the 
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    and is merged  with the category exhibiting the most  simlar  distribution .
Consideration by the five clusters of regions may ignore some exceptional regions in 
a cluster, yet this facilitates interpretation to yield a general geographical picture of 
the industry. 
a) Mining and electricity in less-developed regions 
   Among the firms in these activities, the majority were established before the fuller 
implementation of economic reforms, and Cluster E, the public sector and service-
dominant regions, had a share considerably larger than the national total (Segment 1). 
Meanwhile, 54 started their operation after 1985, with a clear majority in the service-
based diversified regions of Cluster D (Segment 2). Electricity generation is merged 
with one of the most localised activity of mining because of their similar distribution 
over the five  clusters  : power stations and related facilities scatter around Tanzania 
Mainland more evenly, unlike the geographical distribution of other major industries
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Fig. 8 Regional classification explained by the features of industrial  firms  : 
   Tanzania Mainland, 1989. 
 Source  : Tanzania (1992a), compiled and analysed by the author, and Table 8.
(Table 10), and are numerous in Cluster D and E as they include 14 out of 20 regions. 
The locational feature of these two activities contributed to the partly diversifying 
tendency in recent industrial distribution toward less-developed regions, which we 
have seen in 5.2. There is no further regional difference to be explained by the 
remaining variables of firm size and ownership, implying that the discussion on the 
missing middle in the previous chapter does not reflect in regional difference of the two 
activities. 
b) Food and textile industries with the missing middle in relatively developed 
   regions 
   This largest group was split by ownership and firm size into seven  segments  : it 
also held almost 60% of the total employment in 1990. First, public sector firms 
consist of three sub-groups, each of which is characterised as  follows  : the lower
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medium-sized firms more concentrating especially in Cluster E (Segment 3), the upper 
medium-sized and lower large firms in Cluster A and D in particular (Segment 4), and 
the largest firms in Cluster A and E (Segment 5) in comparison with the national total . 
However, larger firms tend to concentrate in Dar es Salaam . Second, in the private 
sector, the majority are in Dar es Salaam and the relatively developed regions in 
Cluster B, with more medium-sized enterprises in the former (Segment 6) and more 
large-scale firms in the latter (Segment 7). Third, as for cooperatives, the geographi-
cal distribution is more similar to the public sector, with a clear majority in less-
developed regions in Cluster D and E (Segment 8 and 9). The rapid turnover in , and 
downward shift to, the missing middle in the private food and textile industries have 
thus occurred in more developed concentration of industries in Tanzania  Mainland  : 
Segment 6 is the second largest group of industrial firms among the 19 segments . The 
foundation year variable does not exhibit regional difference for the two activities . 
c) Wood/furniture and non-metallic mineral manufacturing with the missing 
   middle in Dar es Salaam 
   The basic structure of the segmentation hierarchy and combination of independent 
variables for the two activities is the same as the case of food and textile industries , 
but the importance of Dar es Salaam and less-developed regions is more pronounced . 
First, it is apparent that government-owned firms with establishments of unknown 
ownership status concentrate in regions in Cluster D and E (Segment 10). Second, 
private enterprises with 10 to 49 workers are more attracted by Dar es Salaam, 
making up the  largest community of firms among the 19 segments (Segment  11)  : this 
is another geographical instance of the missing middle in the private sector . Mean-
while, the large-scale private firms concentrate almost exclusively in Dar es Salaam 
and the agriculture-based diversified regions (Segment 12). Thus, a geographical 
pattern of ownership similar to the case of food and textile industries appears. 
Finally, cooperatives are again found more in the less-developed regions of Cluster D 
and E compared with the national total (Segment 13), although Dar es Salaam is the 
largest concentration. The year of foundation is not useful in revealing regional 
differences. 
d) Paper, chemical/plastic and fabricated metal manufacturing in Dar es Salaam 
   These three activities constitute the second largest group among the five combined 
categories of industries, and Dar es Salaam marks an even larger share . When we 
examine the firms with 10 to 19 persons, the year of foundation illuminates the 
differences among the wage employment regional clusters . Older enterprises, which 
were established before the Arusha Declaration , are found more in Cluster B of 
agriculture-based diversified regions (Segment 14). However, as we shift to younger 
firms, Dar es Salaam attracts relatively more firms (Segment 15 and 16). Moreover, 
firms engaging in  these activities tend to concentrate in Dar es Salaam as the firm size
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increases (Segment 17 and 18). The analysis found ownership of business not to be a 
good classifier for any of the five segments in these activities, including the missing 
middle of Segment 14 to 17. 
e) Basic metal industry and other manufacturing in Dar es Salaam 
   The regional projection of the last two categories is straightforward. Most firms 
concentrated in Dar es Salaam, and to a lesser extent in agriculture-based diversified 
regions (Segment 19). No further split is meaningful with the remaining three  vari-
ables.
6 Concluding remarks 
   This exploratory study has examined the dynamics of medium-sized firms with 10 
to 99 workers in Tanzanian industrial hierarchy under structural adjustment in the 
1980s. The basic idea was to understand the nature of this industrial stratum, into 
 which micro and small enterprises were explicitly or implicitly expected to grow up by 
the evolutionist strategy of capitalist development with formal encouragement, so that 
we could get some implications for the future development of the small-scale industry. 
After the introduction of economic liberalisation measures since the mid 1980s, this 
issue has become more relevant to Tanzania. One of the main findings of this study 
is that the missing middle is not a stagnant minority in industrial employment and 
output. It is the stratum of rapid turnover and instability in that many constituent 
firms experience size differentiation, which is more or less determined by ownership of 
business. In particular, many private enterprises have already undergone  downward 
firm size shift to form a large majority of unstable medium-sized establishments 
compared with the public sector. Small enterprises evolving into this stratum would 
face and become a part of this reality, being largely restricted to custom work. We 
have also doubts about the potential of employment creation within the missing 
middle. The evolutionist view of micro and small enterprise development needs 
reexamination in the era of structural adjustment. 
   Meanwhile, the study found that food, textile, woodworking and non-metallic 
mineral industries in the private sector concentrate especially in Dar es Salaam and a 
few relatively developed regions to form the unstable missing middle. Meanwhile, 
public sector firms in  these activities tend to locate in less-developed regions. As a 
result, uneven geographical distribution of industrial establishments biased toward the 
former group of regions seems to have partly been mitigated toward the end of the 
1980s. Closure of public sector establishments and exclusive reliance on private 
sector firms in  these activities might not only contribute to further instabilisation of 
the missing middle but also result in more uneven industrial distribution. On the other 
hand, regardless of the ownership status, the missing middle in paper,  chemical/plastic
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and fabricated metal industries concentrates in the relatively developed regions . 
   However, we do not intend to describe the medium-sized stratum as a homogene-
ous entity. In the missing middle, custom work gradually gives way to mass produc-
tion as the firm size increases and subsectoral composition of the industry becomes 
diversified. As some studies have argued, the liberalisation measures might have 
encouraged emergence and proliferation of new and successful firms in some activities 
more than before, while relatively discouraging further expansion of larger firms . We 
should accumulate case studies to investigate the reasons for both upward and down-
ward firm size shift, simultaneously covering the largely unexplored area of unregis-
tered firms in the second economy. Another important question is whether the 
attempted transformation of industrial structure towards self-reliance would be 
realised with large industries and heterogeneous and unstable small- and medium-
sized establishments under the new economic situation.
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                                  Notes 
 1. Mramba (1984) estimates that the number of rural small industries with 50 or fewer 
   workers almost doubled between 1975 and 1978, referring to research results by SIDO. 
  Whether this increase apparently contradictory to the discouraging governmental policies 
   was due to changing coverage of the survey is not immediately clear . 
2. Meanwhile, Sarris and Van den Brink (1994) estimate that the real GDP of the second 
  economy as the share of the total real GDP including the official economy was almost 
  constant, between 28 and 32%, since 1984 up to 1988. 
3. For instance, researches conducted by authors in the Institute for Development Studies , 
  University of Nairobi. tend to adopt the size criterion of 9 or less workers for the 
  definition of informal sector enterprises or small-scale businesses (e.g. McCormick 1991 
  and Ng'ethe and Ndua 1992). Meanwhile , the Kenyan official statistics seem to rely 
   exclusively on observable features, such as open-air operation and temporary working 
   environment, with no apparent size criterion (e.g. Kenya 1983). 
4. House (1984) argues that the informal sector can be divided into 'the community of the 
   poor' and 'the intermediate sector'. The former is the reserve army of labour and 
  includes repair of clothing, tailoring, shoe shining with minimum capital, whereas the 
  latter is motivated for evolutionary development and consists of the furniture making and 
  manufacturing of fabricated metal goods, for instance. Meanwhile , Ueda (1992) argues 
  that very small-scale market trading in a medium-sized urban centre in Kenya , as well as
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   people engaging in 'street occupations' including shoe shining, are not necessarily precari-
  ous, but sustainable activities in combination with peasant farming. 
5. Between 1982 and 1984, numbers of wage earners by activity were unnaturally almost 
  constant for all regions. International Labour Organisation (1988) expresses doubts about 
  the data for these years, suggesting inappropriate estimation. The selection of the 1982 
  data by the present study seems less problematic, since these seem to be the origin from 
  which possibly inadequate extrapolation might be done. Meanwhile, the regional 
  employment profile resulting from the 1982 data is quite different from the early 1970s. 
  This is expected when taking into account the drastic change in the  macro-economic 
  environment before and after the oil crisis in 1973. 
  The definition of the public and private sectors by the Bureau of Statistics in the 1980s is 
  different from the 1970s. In the 1970s, it used the term 'enterprise sector' which included
   private enterprises, parastatals, non-profit making institutions and cooperatives in  con-
   trast to the 'public sector' of central and local governments, Tanzania Posts and Telecom-
   munications, Tanzania Railways and Harbours, and the former General Fund Services. 
   However, the 1982 data are compiled according to the notion 'private sector' which is the 
  former 'enterprise sector' less  parastatals  : the parastatals are now included in the 'public 
   services sector'. 
6. The sample survey of labour force deals with the population aged 10 years and over, and 
 'employed persons' are defined as those who did some work for payment in cash or kind 
  or who were in self-employment for profit or family gain, including those who were 
  temporarily absent from these activities. 
7. Briggs (1993) argues that the 1988 census result for Dar es Salaam was an underestimation, 
  suggesting a number of reasons including the city's recent geographical expansion and 
  related logistical problems of the census.
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